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The Insurance Man Speaks 
" Y O U asked me for brief information 
re: 'sound value as known in the 
New York Standard Fire Insurance Policy.' 
"The meaning of the phrase 'sound 
value' is 'cash value' as applied to a policy 
of fire insurance. It is the cash value of 
the property insured to an owner at the 
time a fire occurs. 
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"Because there are many classes of 
property and many different interests in-
sured, there are of necessity varied phases 
of what constitutes the actual cash value. 
"Often people are under the impression 
that an amount agreed upon between the 
Insurance Company or the broker as to the 
amount of insurance to be carried con-
stitutes the cash value or the sum to be 
paid by the Insurance Company in case of 
fire. That is not correct. Some people 
even overlook the fact that the underlying 
principle of a fire insurance contract is 
indemnity. 
"It insures the owner against loss by 
fire. It does not insure against fire nor 
does it insure the building or the goods. 
"The value of the property destroyed, 
immediately before the fire, is the limit of 
the assured's claim. 
"The beginning of the policy reads: 
" 'Does insure and legal 
representatives, to the extent of the actual 
cash value (ascertained with proper deduc-
tions for depreciation) of the property at 
the time of loss or damage, but not exceed-
ing the amount which it would cost to re-
pair or replace the same with material of 
like kind and quality within a reasonable 
time after such loss or damage, without 
allowance for any increased cost of repair 
or reconstruction by reason of any ordi-
nance or law regulating construction or 
repair and without compensation for loss 
resulting from interruption of business or 
manufacture.' 
"This excludes again, such losses as 
profits, trade, derangement of business, 
payment of salaries even though in conse-
quence of the fire, and the effect is to pre-
vent recovery by fire for any sum greater 
than measured by the actual cash value of 
the property injured or destroyed. (There 
is, as you know, use and occupancy fire in-
surance and profits fire insurance.) 
"Without such a limitation clause the 
policy would not be one of indemnity and 
we would have to put a specific value on 
each risk before the issuance of a policy, 
which would be an expensive procedure. 
"Actual cash value in general terms 
means the sound value of property at the 
time of fire, or cost to an insured to replace 
in the same condition as it was immediately 
preceding the fire. 
"To arrive at the actual cash value, the 
Insurance Company is entitled to any 
depreciation, however caused, but nothing 
can be added to the cash value on account 
of estimated profits, in estimating the 
amount of loss. 
"The basis of indemnity under a fire in-
surance policy is money value at the time 
of fire of property destroyed, not the cost 
of replacement, the insurer being at all 
times entitled to any depreciation that may 
exist. 
"An insurer always has a right to rein-
statement or replacement of damaged or 
destroyed property, but the privilege is 
optional with the Company. 
"Buildings: 
"To determine the actual cash value, the 
usual procedure is to take into considera-
tion the original cost, add cost of improve-
ments subsequently made and as the pro-
vision in the policy specifies, 'what it would 
then cost the insured to replace,' due 
allowance must be made for increase in 
cost of material or labor, should any exist. 
"The burden of proof in establishing 
depreciation rests upon the insurer. Appre-
ciation on account of increase of price of 
material and labor is often greater than the 
depreciation. 
"Depreciation is often on account of age 
or condition or it may be proper from other 
causes: 'however caused' is the provision 
of the policy. A building may have been 
constructed for some particular purpose, 
but on account of failure of the enterprise, 
or unsuitable location, or subsequent 
change of trade centres, it could not be used 
for the purpose for which it had been 
erected, and had become, therefore, in a 
measure useless. The 'actual cash value,' 
in the event of fire, of such a building could 
not be determined upon an original cost, 
less depreciation for ordinary wear and 
tear, and neither could the measure of in-
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demnity be based upon an estimate of the 
cost of replacement or repairing. Then, 
again, take the case of a dwelling house 
built in what was once an outlying section 
of a city. Afterwards streets are cut 
through and sewers built and other 
improvements made, making condemna-
tion proceedings necessary, which pro-
ceedings have been commenced prior to 
fire. In such similar cases, the value of 
the building as it stood on the day of the 
fire must be predicated upon commercial 
or intrinsic value, taking into consideration 
all the circumstances and facts surrounding 
the case. 
"Personal Property: 
"If the insured be a manufacturer of 
straw hats and his plant destroyed by fire 
just prior to the opening of the straw hat 
season, he could collect market value of 
his stock, in my opinion, and not merely 
cost of raw stock materials and labor. In 
this case you see, provided I am right, that 
the policy is not one of indemnity only in 
every single case. 
"To sum up, a policy of fire insurance is 
a contract of indemnity, and when loss 
occurs it must be given a construction 
which under ordinary conditions will 
achieve the object of both parties in an 
honest manner, and the agreement is made 
that cash value is the limit of the insurer's 
liability and cash value means the money 
value of the thing insured in its condition 
at the time of the fire. 
"What seems to me to be rather a fit 
description of this is to quote the old 
standard phrase 'that the cost of construc-
tion of a summer hotel at the north pole 
would not be the amount collectible under 
a fire insurance policy, as such cost would 
not be so called sound value.' " 
